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Corporate Profile
Ml Goals

Mass Merchandisers is the

" nation’s leading service mer-
chandiser distributing nonfoods
to supermarkets, drugstores and
other retailers. Our 16,000-
product line is the most com-
plete in the industry, and our
customer base of 11,000 ac-
counts is believed to be the
broadest. As we discuss in, this
report, however, Mass Mer-

_ chandisers’ strengths extend far
beyond those basic facts.

Cover photo: Mass Merchandisers, Inc {MMI) distributes
16,000 nonfood products to food-and-drug retailers in 32
states. MMTI's valuable employeesaserthert initiative and
innovation along with the latest in computer technology.
warehousing systems and a fleet of tractors and trarlers
to effectively serve MMI's customers from Montana to
Florida. A shopper and MM! employee (1) Cheri Marks
begins the order cycle with a purchase. {2) Cindy Allen
fills the orders in the Harrison warehouse: {3) Ronnie
Honeycutt, our sales person, services the store. (4)
Beverly Austin is one of MMI's computet programmers
and (5) Glen Paul, our truck driver, delivers the
merchandise. For an explanation of the MM! order cycle.
seethzepactms' and captions which begin at the top of
page 2.

Sales and earnings growth in the
15-20 percent range are

targeted through the next several
years as proven strategies
continue to add to our market
position. New facilities and mar-
keting programs are the tools for
profitable growth. At the core of
our operations is a basic con-
cept: No one is more important
than our current customers.

- Goals and outlook are discussed

further in the Shareholder Letter,
Page 2.

@l Opportunity

In their efforts to build profit-
ability, retailers are opening
larger stores — and increasing
the percentage of shelf space de-
voted to nonfoods. Nonfood
sales, as a result, are expected to
continue to grow at a much fast-
er rate than food sales in the

years ahead. Larger. more sophis-

ticated customers are demanding
the product lines, service levels,
pricing and support that Mass
Merchandisers is able to provide
effectively. To maximize profit-
able growth, Mass Merchan-

- disers’ strategy is to increase

penetration of existing custom-
ers and territories, enter new
territories with limited commit-
ment of capital and pursue acqui-
sitions selectively. Details of our
market opportunities and the

way we are capitalizing on them
are included in the Growth
Strategy. Page 4.

M Innovation

From the satellite distribution
system that maximizes service
levels to the new purchasing pro-
grams that help minimize costs,
the operating emphasis through-
out the Company is to serve the
customer better, faster and with

less expense. These programs
build total corporate profitability.
improve management control
and planning capability, and en-
sure customers of performance
well above industry standards.
All are covered in the Operating
Strategy, Page 7.

B Performance

Pretax margins increased to 3.2
percent in 1984 from 2.6 percent
in 1983. Net earnings from con-
tinuing operations rose 46 per-
cent on a 17 percent increase in
sales and earnings per share in-
creased 45 percent from $.56 to
$.81. Return on equity rose to
129 percent in 1984, versus a
near-term goal of a 16-18 per-
cent return that we hope to
achieve in the next few years.
Mass Merchandisers' financial
strategy is discussed in the Fi-
nancial Review, Page 11.
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Financial Highlights

Percent
1984 1983° Change
el s e thousgrds e ot e Hate datas
For the Year
Net revenues. ... .. $326.300 $278.452 172
Net earnings from contlnumg operanons
before income taxes. ... . .. .. . $ 10,553 S 17215 463
Net earnings from continuing operations ... .. .. $ 5,540 S 3.802 457
Net earnings . . .......... ... ... $ 5.498 S 4183 314
Net earnings per common share .
from continuing operations. . $ 81 S 56 44 6
Net earnings per common share . S .81 S 62 306
Dividends per common share. . A s 174 S 216 -194
Return on average stockholders’ equnty ,,,,,, 12.9%" 9.8% 316
At End of Year
Working capital . . $ 32,534 S 26710 218
Total assets ... . .. $123,452 S114.002 83
Long-termdebt. . ... .. .. . $ 27.065 S 25386 66
Stockholders™ equity. ... .. ... $ 45,581 S 40510 125
. Common stockholders’ equity per share $ 655 S 591 10.8
Common shares outstanding {000's) 6,814 6.694 1.8
Number of common shareholders . .. ... 3,066 3.060 02
Number of employees .. .. ... . ... .. .. 2,378 2.065 15.2 y
*Amounts are based on results assets. labihties and xt.\xkhul.lm\ cyuity b oontinuing cperdtiens el Shares arst e b Foden s atid carmitgs por share have been adiusted tor

the 676 000 shares 1ssued to Napco international in¢ n the May 1 (984 Corpordte recrasniizdtion

Corporate Highlights

February 1985 — Record sales
and earnings from continuing op-
erations are reported for 1984.

- November 1984 — Expanded sat-
ellite warehouse 15 dedicated at
Ozark, Alabama. The 110.000-
square-foot expansion is part of
the Company’s growth strategy

- for the southeastern United
States.

November 1984 — The first
phase of a highly sophisticated
purchasing system is implemen-
ted to accommodate continued

Net Revenues

(Millions of Dollars)

sales growth and strengthen man-
agement planning capabilities.

Compound Growth Rate = 25%

September 1984 — Ground is
broken for a 200,000 square-foot
facility to support the Company's
increased emphasis on pro-
motions, a sales segment that
doubled in 1984.

May 1984 — Napco Industries
spins off its international market-
ing group as a separate com-
pany, and changes its name to
that of its remaining operating
unit. Mass Merchandisers. inc.
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Fellow Shareholders:

During the past year major achievements were made at Mass Merchandisers. We posted record sales and
earnings. We entered new markets. Through the spinoff of our international marketing group. we clarified our
identity among investors, customers and employees

Most important. the steps we have taken to strengthen our internal controls, profitability and market position
are bringing new confidence in our prospects for continued strong growth. Throughout this report, we will be
discussing not only the operations of our company. but also the strategies and strengths that we are bringing
to the market to help us achieve our goals.

A Plan For Growth

As we discuss the growth potentlal of Mass Merchandisers. it is important to stress a smgular emphasis that
is essential to our success: “There is no one more important than our existing customers ™ No new account,
no cost-saving program. no strategy component is more important to us than making sure our current custom-
ers are receiving all the service. support and attention they deserve We will not be complacent or take our
present customers for granted

This singleminded loyalty to existing customers helps us develop the services that also make us attractive to
new customers. It is by staying in close contact with our customers that -ve recognized the importance of
helping retailers adapt to optical price scanners and other computerized svstems. It is by responding to our
customers’ needs that we have created an operating system that maximizes both efficiency and flexibility. It is
through our broad product selection and our merchandising expertise that we help our customers become
more profitable, and thereby we become attractive to potential customers who share that goal.

Thus, the first emphasis of our growth strategy is internal growth: increased sales to existing customers. As
we discuss in the pages that follow. our strategy also includes deeper penetration of existing territories, selec-
tive expansion into new territories, increased participation as the nonfood arm of major supermarket chains
and wholesale grocers, acquisitions, expanded promotion programs and a new market thrust into discount
stores.

We are positioning ourselves through expansion programs ihat increase our distribution capacity. To serve
our growing customer base in the southeastern United States. we added 110 000 square feet to our Ozark.
Alabama satellite warehouse, completing that $2 million expansion in November About the same time. we
broke ground for a 200.000 square-foot addition to our main distribution center in Harrison. Arkansas. This
$4 million facility is designed to accommodate our growing participation in promotional programs. Placing a
new emphasis on special promotions in 1984. we doubled our promotion sales. Completion of the warehouse
facility in mid-1985 will enable us to build this marketing effort further and handle the increased volume
more efficiently.

Results of Operations - -

As we reported throughout the year. Mass Merchandisers added new customers and built sales to existing
customers which resulted in record sales and earnings in 1984 By maintaining strong operating controls. we
were able to build performance in many critical areas. including pretax margins. net margins. asset turnover
and return on equity.

Net earnings from continuing operations increased 46 percent to $5.540.000 or $ 81 per share, from
$3.802,000. or $.56 per share, in 1983. Net revenues increased |7 percent to $326,300.000 from $278.452,000
Significantly, customers added in the past year have increased the base on which future growth is built. mak-
ing us optimistic about our prospects for 1985 and the years ahead.



A consumer begins the order cycle for products Mtnbules with a purchase of Colgate
toothpaste An example of the order cycle follows at the top of the following pages

Continuing operations exclude the international marketing group of Napco Industries. Inc., which was spun
off in May, 1984 as Napco International Inc.. a separate. publicly held company Mass Merchandisers, the sole
remaining operating segment of Napco Industries. was then merged into the parent company, which was then
renamed Mass Merchandisers. Inc The split resulted from an eftort to clarify the identity of both businesses
and allow each company to be more flexible in pursuing its business opportunities and strategies

Goals and Outiook

Our continued growth results from programs instituted during the past two years to achieve our full potential
as the nation's leading service merchandiser distributing nonfood items to supermarkets. drug stores and
other retail outlets. It is a tribute to the dedication and innovation of all our employees that we have been
able to accomplish so much so quickly Based on our market position, strategies and industry growth outiook.
we believe we can build revenues and earnings at a 15-20 percent annual rate in the years ahead. excluding
the impact of major acquisitions :

We achieved great progress toward our long-term profitability goals in 1984 with pretax margins increasing to
3.2 percent from 2.6 percent in 1983 This improvement allowed us to increase our return on average stock-
holders equity to 12.9 percent from 9 8 percent in 1983 after giving effect to the spinoff. Return on equity is
our primary management emphasis for 1985 and the years ahead We hope to reach our near-term goal of
16-18 percent return on equity within two years. and we will strive for further improvement in the future

One of the major achievements of the past two'years has been the increased effectiveness of our control sys-
tems. Critically important. this emphasis on management control has been implemented by upgrading our in-
formation systems and company-wide communications — not by adding a bureaucracy that builds response
time.

Our strategies have been fully discussed and analyzed at all levels of Mass Merchandisers' operations. Man-
agement has focused its energies on coordinating and impiementing these strategies effectively to reach our
goals. And our full staff is committed to their achievement. We believe we will be able to report to you at this
time next year that these efforts have yielded another year of solid. profitable growth for Mass Merchandisers

Sincerely,

X g P =

Frank D. Trestman
Chairman

;.8; S

|.D. Erwin o
President

Frank D Trestman. lett. and | D Erwin



Roger Ladd. left. Vice President - Marketing and Trace
Relations. and lohn Porter. Vice President - Southern
Sales

Nonfood Sales in Food Stores
$14 Billion Mgrrllcg at Wholesale
S

595 Bithon
Dwect buyers and
‘wholesase grocery

Growth Strategy

Mass Merchandisers” outlook for
continued growth is based on
three favorable factors. industry
growth, our current market posi-
tion and proven company strate-
gies.

The Market

In 1983 approximately $20 billion
of the 3264 billion dollar grocery
store market was derived from
the sale of nonfoods — health
and beauty aids and general mer-
chandise items A like amount ot
nonfood sales was generated by
drugstores. discount stores and

_ other retailers combined.

In the supermarket segment. non-
food sales offer compelling indi-
cations of long-term growth. This
major segment enjoyed an over-
all sales increase of 4.7 percent
in 1983, while nonfood sales in
supermarkets grew at more than
9 percent. or approximately twice
as fast.

Food sales tend to increase with
population growth and. because
supermarkets already account for
most of the food consumed in
the United States. the oppor-
tunities for supermarkets to

gain market share are limited
Nonfoods. however. are growing
at a kaster pace According to P
dressive Grocer magazine health
and beauty aid sales increased
al o V7 percent rate in 1933
That sarne year grocery stores dac-
counted for 47 percent of all
health and beauty aid sales. a

2 7 percent share increase over
1979, and leaving ample op-
portunity to build further market
share.

Nonfoods also offer superior pro-
fit margins while generating an
average 8 percent of all food
store sales. Nonfoods can contri-
bute as much as 50 percent of
store profits in very large super-
markets and combination stores.
Thus, compared with the food in-
dustry in total, nonfoods offer
superior growth. market share
and earnings potential

At the same time. supermarket
operators increasingly are roceg-
nizing that their expertise in food
sales does not translate directly
to the lower-turnover. higher mar-
gin nonfood items As a result.
Mass Merchandisers and other
service merchandisers have ex-
panded their role as supermarket
suppliers. A recent survey by the
National Association of Service
Merchandisers indicated that
member firms grew at an average
rate of 16 8 percent in 19583, more
than trniple the 4 7 percent rate ot
growth experienced by supermar-
kets Service merchandisers
accounted tor approximately one-
third of the estimated S14 bithon
at wholesale prices in nontoods
sold through foodstores iast vear
Direct buyers and grocery
wholesalers represent the balance
wl 395 billion and they represent
another impoertant area of poten-
ol sroath tor servp e merchan

Heers

it 1s expected. huwever. that
fewer competitors will be vying
for that market as consolidation
continues among service mer-
chandising firms. Most service
merchandisers are small. limited
line operators and. because new
technologies and automation of

AN



MMI's sales person restocks our customer's shelvM the most recent order then reorders

. items which are in low supply

distribution systems play a large
part in maintaining profitable op-
erations, it is believed many
small competitors will leave the
market or be acquired.

The trend to larger store formats
is seen accelerating this process.
These larger stores demand prod-

- uct breadth and service beyond

the capabilities of most service
merchandisers. The July 1984
issue of Progressive Grocer stated.
“Superstores and combos repre-
sent the leading edge of super-
marketing and while they give
food its due, these jumbo units
also provide general merchandise
with a far greater proportion of
space than in conventional
stores.” Expansive product selec-
tion and service capability are,
therefore, a primary requirement
for service merchandisers in
meeting the needs of this growing
market segment.

Market Position

Mass Merchandisers’ position as
the leading service merchandiser
in its industry has enabled it to
meet the growing needs of its
customers. This has been partic-
ularly true for the giant super-
stores, combination stores and
warehouse stores that are build-

- ing an increasing share of the
" supermarket industry. From just

1.000 stores in 1976, these for-
mats now total aver $,500. and
they devote an above-average
percentage of their shelf space
to nonfoods.

Mass Merchandisers is one of
the few service merchandisers
with a broad enough product
line and sufficient operating
capacity to serve these giant
stores. Consequently, super-

stores, combination stores and
warehouse stores are a growing
segment of our sales base. And,
our existing customers are open-
ing more of these large store for-
mats than conventional.
supermarkets. :

The same product and service
strengths that have made Mass
Merchandisers a major supplier
to these giant stores are expand-
ing the company’s role as the
nonfood partner of major food
wholesalers and supermarket -
chains. Just as individual super-
market operators have recog-
nized the profit contribution
offered by Mass Merchandisers
services, a large number of
grocery wholesalers also rely
on us to distribute nonfoods

to their customers.

Much of Mass Merchandisers’
sales are in the Sunbelt states,
the nation's fastest growing
areas. In 1984, over 50 percent
of our sales were within the
Sunbelt, and we see continued
growth in this region in the
years ahead.

Growth Strategy

Mass Merchandisers has adopted
a strategy for growth designed to
yield sales increases that
strengthen overall corporate prof-
itability. Within that strategic ap-
proach, several key tactics are
being employed to build our mar-
ket position.

® Existing Customer Growth. Cur-
rent customers offer the strong-
est opportunities for new sales.
In particular, increasing our prod-
uct categories within existing
customer stores is being em-

MMI Revenues
By Product Line 1984

MM! Revenues
By Customer Classification
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MMI Revenues
By Regional Area

phasized throughout our sales
organization. Growing with our
customers as they enlarge their
stores will also increase our
future sales.

An expanded emphasis on pro-
motions in 1984 already has
proven to be an effective tactic
in increasing sales. Promotions,
usually bought in large quantity
a.nd sold at attractive prices,
create incremental sales and prof-
it opportunities for retailers, and
this helps strengthen customer
relationships. At the same time.
offering these special promo-
tions through existing marketing
channels adds relatively little to
out incremental costs.

® Market Penetration. A second
portion of our effort to build
sales profitability involves deep-

- er penetration of existing market

areas. We can serve new custom-
ers efficiently from our current
distribution system, with mini-
mal investment in inventory and
staffing. Qur present customers
include many of the nation's fast-

_ est growing supermarket chains.

so our broad product selection.
merchandising skills and strong
service levels can translate into
additional business as these
chains add new stores

® Geographic Expansion New op-
portunities are being pursued
just outside our existing service
areas, enabling us to serve cus-
tomers in those regions from our
existing distribution centers

New markets are entered
through a key customer. often a
chain we are serving elsewhere
in our territory. By providing ex-
ceptional service to that retailer,
we attract other customers. The

company’s expansion into Flor-
ida, building sales in that state

. from $9 million in 1981 to $25

million in 1984, is a prime ex-
ample of this cost-effective ap-
proach to geographic expansion.
The expansion of our Ozark,
Alabama distribution center in
1984 resulted from existing de-
mand and from further potential
growth. The Texas market current-
ly offers similar opportunity.

® Acquisitions. Selective ac-
quisitions of other service mer-
chandisers within our existing
market areas are another compo-
nent of growth. Just as it is most
effective to build sales with our
existing customers, acquisitions
can yield new sales quickly with
low marketing and development
costs per dollar of sales.

® New Markets. While the bulk of
Mass Merchandisers' sales are
directed to supermarkets and
drugstores. the discount store
market offers substantial op-
portunity. Discount stores repre-
sent a virgin market superim-
posed over our existing service
territories. Even though discount
stores have strong retailing ex-
pertise, we believe our product
breadth, merchandising skills
and distribution capabilities can
be valuable to these large re-
tailers.

Based on our strong position in
the marketplace. the positive
aspects of the nonfoods busi-
ness and the successful im-
plementation of our strategies.
we are optimistic for continued
growth for both sales and earn-
ings.



Qur sales person transrits his order to Harrison } via a special telephone modem
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Operating Strategy

Being the leading service mer-
chandiser of nonfoods to the su-
permarket industry has distinct
advantages. Our size gives us pur-
chasing power with the nation’s
largest suppliers of health and
beauty aids and general mer-
chandise items. With our 16,000
products directed at our broad
customer base, we are not vulner-
able to individual product
changes or the product line pref-
erences of a single account.
Generating over $300 million in
yearly sales, we have ample op-
portunity to cover our invest-
ment in highly efficient facilities
and advanced data processing
capabilities.

But size isn't enough to guar-
antee profitable growth. Rather,
the same critical strengths that -
generate growth for any company
— innovation, productivity and
customer service — are the
factors pursued by Mass
Merchandisers for our future
strength. Throughout our oper-
ations, from the order filling
lines to data processing. we en-
courage our people to keep their .
attention on the customer, and
to find innovative ways to serve
that customer better, faster and
with less expense.

The examples that follow reflect
that approach. Seme-of the ef-
forts are longstanding successes
Others are now being imple-
mented to provide improved
performance for years to come
All are evidence of the innova-
tive approach that has helped
make Mass Merchandisers the
leader in its industry.

Distribution

Mass Merchandisers’ satellite dis-
tribution network is unique in

the service merchandising in-
dustry. handling some 220 mil-
lion individual items in 1984. Of
our 16.000 products, approximate-
ly 3.000 are stocked and distrib-
uted by regional distribution
centers in Harrison, Arkansas:
Lincoln, Nebraska; and Ozark,
Alabama. These are the highest
volume items that account for
approximately 70-75 percent of
our sales. From the satellite dis-
tribution centers, delivery of the
most frequently ordered items is
injtiated within 24 to 48 hours.

The remaining 13,000 products,
which provide about 25 to 30 per-
cent of sales, are stocked and dis-
tributed from our extended item
warehouse in Harrison, Arkansas.
This centralized distribution sys-
tem enables us to minimize in-
ventory investment in the slower
moving items, while maintaining
high service levels to our cus-
tomers.

Service levels, as measured by
the percentage of any order that
can be delivered immediately,
are a maijor factor in nonfoods
profitability for retailers. Mass
Merchandisers aims for — and
meets — a 95 percent service
level overall. well above the in-
dustry average. The service level
of key items is near 100 percent
In the high-volume supermarket
industry, Mass Merchandisers’
superior service levels can result
in incremental profits for re-
tailers.

Current and planned sales

Robert Keeter. left. Vice President - Distnbution. Bob
Barker. center. Vice President - Support Services
Dempsey Starkey. right. Harrison Distribution Center
Manager




David Roth. left. Director of the IMFO Project: Tom
Teaster, right, Vice President - Merchandising and
Promotions, and Darrell Wilson. seated. Vice President -
Health and Beauty Aid Purchasing,

growth in our present sales ter-
ritories has enabled us to ex-
pand our distribution capacity at
our existing locations in a cost-
effective manner. The 110.000
square-foot expansion of the
Ozark, Alabama facility in 1984,
for example. entailed an invest-
ment of $2 million. The low cost
Ozark expansion, completed late
in 1984, was comprised mostly of
new inventory storage space and-
racking systems. The expansion
was needed two years earlier
than expected due-to rapid
growth of our customer base in
the Southeast.

In September 1984, Mass Mer-
chandisers broke ground to build
a 200,000 square-foot addition at
Harrison, primarily to accommo-
date further expansion of the suc-
cessful promotion programs un-
dertaken in 1984. The expansion.
which includes a 46,000 square-
foot mezzanine, is also designed
to upgrade our returns proces-
sing function, consolidate our
merchandising departinent and
add backup storage capacity.

“This facility is expected to be

completed in mid-1985 at a cost
of approximately $4 million.

Mass Merchandisers builds
profitability without adding to
customer costs by finding inno-
vative ways to reduce internal
costs. Our fleet of 115 trailers
backhauls shipments from sup-
pliers, sharply reducing freight ex-
pense and increasing our control
over incoming merchandise.

Our trailers are carrying more
product — and less air — than
in the past, thanks to a new
“tote box" delivery container

that matches more closely the
requirements of smaller size
customer orders. This new tote
box, designed by our operations
management. allows us to load
about 10 percent more product
per trailer. The smaller container
helps us reduce the number of
trailer trips and breakage, im-
proving both costs and service.

Purchasing -

The common wisdom usually
says: If it isn't broke, don't fix it.
But uncommon wisdom requires
a continual upgrading of operat-
ing systems to provide efficient,
profitable growth. Such is the
case in purchasing, where a new
computerized management in-
formation system is being devel-
oped to further upgrade an
already highly productive oper-
ation.

Reflecting the emphasis on total
corporate performance, the
strategy of the purchasing depart-
ment is maximum profitability.
The 21 buyers and product man-
agers at Mass Merchandisers
must ensure that inventories are
sufficient to meet our superior
95 percent service level. At the
same time they must keep those
inventories trim enough to turn
rapidly, while also minimizing
product costs.

To accommodate those goals
and continued growth over the
long term, the department is
implementing the Inventory
Management Forecasting and
Ordering System (IMFO). This
customized inventory manage-
ment and scheduling system

is of the type widely used by
manufacturing firms. Mass Mer-
chandisers is one of the first, if



The order is received in Hamison, Arkansas to bé\,,essed along with other customer orders
by MMI's mainframe IBM 3083-1. The computer then plans the following day's work schedules

. for each of our warehouses.

. not the first. among distribution

. companies to utilize this state-of-
the-art management tool. The
new system, which is being in-

. stalled in several phases, is
designed to provide substantial
cost and service benefits to Mass
Merchandisers, its customers
and suppliers. Used effectively.
the system should:

@ Increase purchasing produc-
tivity by automating many of the
clerical and computing functions
that now require individual atten-
tion of buyers and product man-
agers so that they can spend
more time reviewing new prod-
ucts, merchandising programs
and sales programs.

@ Improve the performance of

our suppliers by sharing our long-
term ordering schedules with
them, ensuring that goods will

be available to us. and our cus-
tomers, at the right time and at
the best possible prices.

@ Establish a more flexible man-
agement information system for
use in corporate budgeting, cash
flow projections and warehouse

space planning. Management will

be able to simulate the factors

. A involved in opening or closing
facilities, adding major new
customers and altering distribu-

v tion patterns.
The system is designed for maxi-
mum flexibility. While forecasts
are generated on the basis of the
past 36 months’ sales patterns,
for example, the computer pro-
grams allow adjustments to re-
flect management insight, addi-
tions to the customer base,
seasonal pattems and so on.

The forecasting and inventory
management systems already are
in place. and the entire system is
expected to be completed in late
1986. When fully impiemented,
the system will be accessed by
personne! throughout the com-
pany to manage the business
and better serve our customers.

Data Processing

Mass Merchandisers’ customers
range from local supermarkets
buying $1,000 per week of non-
foods to major chains having an-
nual purchases in the millions,
and the data processing depart-
ment's challenge is to help all of
those customers improve their
performance.

The challenge is met via a sys-
tem that creates customized re-
ports on changes in prices, prod-
uct specifications and suggested
retail prices. The challenge is
met by preparing those reports
in the way the customer wants
them: computer:to-computer,
computer-to-controller, printed
reports or computer tape. The
challenge is met by making sure

the customer always has accurate

information on a timely basis.

Timing is critical when manu-
facturers raise prices. or when
new products are introduced.
Shelf labels, notices to cus-
tomers and updates of electronic
scanning equipment data files all
must be completed quickly to

maximize retailer sales and profit-

ability.

Through our data processing ca-
pabilities, Mass Merchandisers
has become the industry’s fore-
most provider of support for

Bob Willey. left. Director of Data Processing Operations
and Systems. Ken Savells. center. Drector of Data
Processing Applications Development. and Dave
Hampton. right. Vice President - information Systems




Junior Bandy. seated. Controller. and Roger Koenecke.
Vice President - Finance

retailers who use electronic scan-
ning equipment. And we are
determined to retain that posi-
tion, by providing more sophis-
ticated product movement and
merchandising information to
our scanning customers in the
future. In 1984, Mass Merchandis-
ers electronically updated scanner
devices for customers responsible
for approximately 25 percent of
our sales volume.

With 30 programmers designing
integrated software for our
operations, and 1.6 percent of
revenues devoted to the informa-
tion systems area overall, Mass
Merchandisers has achieved
major goals in recent years. As
in purchasing. the data proces-
sing department organizes its sys-
tems to maximize overall
corporate performance. The vari-
ous computer programs are inte-
grated through data base man-
agement systems.

The system prints out shelf
labels that are read electronically
by Mass Merchandisers™ sales-
people as they prepare new or-
ders at a supermarket. The data
from the shelf labels, or alterna-
tively from bar-coded order
books. are transmitted electronic-
ally to the computer center in
Harrison, where the computer de-
termines from which warehouse
the orders are to be filled. It

then generates a series of price
stickers — sequenced in the
order that they will be picked off
the racks in each of the ware-
houses.

The system. which contains our
product sales history, enables
salespeople to identify the
specific products and shelf
layouts that will improve profit-
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ability for new customers. This
ability to project results based
on real, long-term performance
statistics is a significant tool in -
attracting new customers. Aiso
important is the system'’s ability
to prepare the shelf labels, scan-
ner support and other customer
start-up services in far less time
than competitors — a major
advantage in accommodating
new store openings and remod-
eling.

Thus, the system improves in-
ventory planning for customers,’
helps them update their prices
and other records. provides them
with pre-priced goods. speeds up
the delivery cycle and minimizes
paperwork — each helping them
to optimize their profitability. In-
ternally, it also adds a sophisti-
cated component to our manage-
ment information systems by
permitting gross profit analyses in
a variety of formats.

Besides the major program to up-
grade purchasing systems, the
data processing effort will be
adapted in the future to auto-
mate the processing of mer-
chandise returns, utilizing laser
scanning. and to tie personal
computers in sales offices into
the main computer for certain
ordering and analysis functions

The coordination of each of
these operating strategies. for
maximum benefit to customers
and our own profitability. is a
key factor differentiating Mass
Merchandisers from other sernvice
merchandisers Our integrated
approach to implementing these
strategies helps us provide high
service levels while maintaining
our position as a low-cost dis-
tributor.



Price labels are printed at each of our warehousés,,/slower moving items 1n Hamson and for
faster moving items i Ozark. Alabama — one of MMI's satellite warehouses

Financial Review

Significant changes were made
in the financial structure of the
Company in the past year. Most
of the changes resulted from the
corporate reorganization in May
1984, which set Mass Mer-
chandisers on an independent
course to pursue its corporate
objectives. Record revenues and
earnings and measures to im-
prove the strategic positioning of
the Company for future growth
also impacted Mass Merchan-
disers’ financial position in 1984.

Corporate Reorganization

In May 1984 Mass Merchan-
disers, Inc. (MMI) became

an independent publicly-owned
company through the reorganiza-
tion of its predecessor company,
Napco Industries, Inc. The separ-
ation was accomplished through
the spinoff to shareholders of

the Company’s only other operat-

ing unit, Napco International
Inc., a distributor of defense pro-
ducts to foreign governments.
Shareholders of record on May .
1984 received one share of
Napco International for each five
shares held of Napco Industries.

Immediately following the
spinoff, the Company's wholly-
owned subsidiary, Mass Mer-
chandisers, Inc. was merged into
the parent corporation. The
change of the company name
‘from Napco Industries, Inc. to
Mass Merchandisers.-Inc. com-
pleted the reorganization and
preserved the identity of the
Company’s main business.

The reorganization changed the
financial composition of the
Company, since Napco inter-
national's assets, liabilities and
capital structure were removed
from the previously consolidated
entity. One of the assets of the

spun-off firm was 676.000 newly-
issued shares of the parent firm.
This 10 percent investment of
Napco [nternational in MMI was
an integral component of the re-
organization, deemed necessary
to strengthen the financial struc-
ture of the spun-off firm.

The graphs included in this sec-
tion depict certain elements of

- MMTI's financial condition on a

continuing operations basis and
on a total historical basis.

Performance Objectives

Mass Merchandisers is a growth-
oriented company and manage-
ment evaluates the Company's
performance by how its business
performs relative to its profit-
ability and growth objectives and
its long-term strategic plans.

Management's major focus is on
achieving an above-average re-
turn on stockholders’ equity. For
1984 the return on average stock-
holders’ equity (ROE) was 129
percent for continuing oper-
ations. This ROE result was af-
fected somewhat by the
restructuring of the Company's
capitalization in the reorganiza-
tion. The Company’s objective is
to achieve a 16-18 percent return
on equity in the near future and
all levels of management are
attentive to this primary goal

To increase ROE. the specitic
focus is on achieving higher mar-
gins and speeding the turnover

of assets Management has def-
ined areas -of margin improve-
ment and of greater asset
utilization and is concentrating
on productivity improvements, ex-
pense controls and other efforts
to achieve its overall goals

An important aspect of increas-

ing margins and turnover is the
Company's growth objectives.
The corporate objective is to
achieve a 15-20 percent rate of
growth in revenues and earnings
over the next several years. This

Totalz Assets

(Miltions of Dollars)

$1332

$889 Cantinuing Opsrations

1980 1981 1982 1983 L)

TJotal Stockholders’
Equity

{Millions of Dollars)

Totat $59.7



growth rate could be further en-
hanced by acquisitions. For
specific elements of MMI's
growth strategy see pages 4-6 of
this report.

Working Capital

. (Miions of Dollars)

% Long Term Debt
to Total Capitalization

Continuing Operations
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@ Dividend Policy —— Mass Mer-
chandisers has experienced rapid
growth over the last several
years and intends to continue in
a high-growth mode. Because of
this philosophy. management be-
lieves MMI's common share-
holders are best served by the
Company reinvesting a major por-
tion of its earnings in the
business.

Since 1975, however, continuing
and increasing cash dividends
have been paid to common
shareholders. Because of the sep-
aration of the Company in May
1984 and its reduced capital
structure and business base. the
quarterly dividend rate was ad-
justed from 6 cents to 4 cents
per share. The difference of 2
cents per share was thereafter
paid by the spun-off company.

In January 1985 the board of
directors approved an increase in
the quarterly cash dividend to 5
cents per common share from 4
cents. The increase applies to
the first quarter dividend payable
March 29, 1985. The board of di-
rectors will continue to review
dividend payments on a quarter-
_ ly basis.

Financial Strength and
Flexibility

® Liquidity — MMI's cash and
working capital position at De-
cember 31, 1984 was significantly
affected by operations and the re-
organization in 1984.

Cash flow from continuing oper-
ations, (net earnings plus non-
cash charges and changes in
working capital items) totaled
$5.5 million compared with $130
million in 1983. The higher 1983
amount was favorably affected by
the collection of a $5.7 million in-
come tax recoverable balance

outstanding at the end of 1982
and by a $1.9 million increase in
accounts payable and accrued ex-
penses net of inventory change
in that year. Record earnings
from continuing operations were
$5.5 million in 1984, up 46 per-
cent from $3.8 miilion in 1983.
Depreciation and amortization ex-
pense totaled $5.0 million com-
pared with §5.2 million in 1983
Receivables were up $.8 million,
or 2 percent and inventories net
of accounts payable and accrued
expenses increased $4.7 million.

To effect the balance sheet
restructuring in the reorganiza-
tion and to settle intercompany
borrowings, MMI paid Napco In-
ternational $3.9 million in 1984,
In addition. $4.1 million of long-
term debt associated with one
term lender was retired at the
time of the reorganization.

Working capital totaled $32.5 mil-
lion at December 3l. 1984 com-
pared with §26.7 million and
$19.9 million at the end of 1983
and 1982 on a continuing oper-
ations basis. The current ratio
was 1.70 to | at the end of 1984
compared with 1.59 to | and | 44
to | at the end of 1983 and 1982.

® Capital Resources — MMI's
growth requires ongoing addi-
tions to working capital and dis-
tribution equipment. Periodic ex-
pansion of warehouse facilities is
also required. Working capital
growth requirements and some
capital expenditures are financed
primarily through operating cash
flow and through seasonal short-
term bank borrowings. MMI had
total short-term bank lines of
$12.5 million at December 31,
1984 of which $7.3 million was
outstanding.




An MM! employee in the Ozark warehouse fills (hep. pricing the items as they are placed

in a plastic “tote box

In May 1984 long-term revolving
credit lines were obtained from
three banks, which permit aggre-
gate borrowings of up to $15 mil-
lion. At December 31, 1984, $7.0
million was borrowed under
these long-term facilities.

Maijor capital expenditures and
distribution center expansions
normally require additions to
long-term debt. The Company
funds major warehouse ex-
pansions through Industrial Rev-
enue Bond financings when avail-
able.

In 1984 MMI completed a

110,000 square-foot expansion of.
its Ozark, Alabama facility. The

$2 million. project which doubled
the size of that distribution cen-
ter was financed through the

sale of industrial Revenue Bonds
at an interest rate of 9.75 percent.

Currently, the Company has
under construction a 200,000
square-foot warehouse facility

Summary and Analysis
of Operations

1984

Net revenues in 1984 were $326.3
million. an increase of $47.8 mil-
lion or 17.2 percent over (983 The
increase was mainly attributable
to the expansion of the Com-
pany's customer base. a combina-
tion of new customers-and addi-
tional categories sold to existing
accounts. Geographically. the
largest expansion was in the
southern and southeastern re-
gions, although other regions

in the Company's market area
showed general increases as well.
Price increases. which related pri-
marily to increased prices from

-vendors passed on to customers,

within its headquarters distribu-
tion center complex in Harrison,
Arkansas. This $4 million expan-
sion should be completed in mid-
1985. Long-term debt financing
alternatives for this facility are
presently under consideration.

The 1985 budget for capital ex-
penditures is $8 million, includ-
ing the S4 million warehouse ex-
pansion. The remainder of the
expenditures is principally for.
data processing and transporta-
tion equipment. :

Acquisitions remain a part of
MMI's growth strategy. Previous
acquisitions have been com-
pleted through a combination of
cash and the Company's com-’
mon stock. Future acquisitions
will be financed similarly, with
stock being considered primarily
when the selling principals are
to remain with the-business.

The Company considers a 50 per-
cent long-term debt to total cap-

contributed less than 4 percent of
the revenue increase.

Cost of products sold as a per-
centage of net revenues was 74 9
percent in 1984, up 9 percent
from 1983. The 1984 decrease in
gross margins resulted from a
higher volume of promotional
sales. a small shift in the overall
sales mix to “lower service level”
programs. and a higher percen-
tage of health and beauty aid
sales versus generally higher-
margin general merchandise
items Both of the above mix
changes were due to the type of
new accounts added in 1984 and
are not considered indicative of
any general trend in the business

Operating expenses totaled $68 5

italization ratio as the maximum
amount of leverage and risk it
would choose to retain. At De-
cember 31, 1984, long-term debt
to total capitalization was 37.2
percent compared with 38.5 per-
cent and 42.5 percent at the end
of 1983 and 1982 on a continu-
ing operations basis.

@ Impact of Inflation — MMI's

" inventories are conservatively val-

ued using the LIFO method, so
operating performance is based
consistently on current costs.
Price increases from vendors are
passed on to customers as they
occur. It should be noted that
both 1984 and 1983 were years
of low inflation. The LIFO pro-
vision was $1.6 million, $.1 mil-
lion, and $1.3 million in 1984,
1983 and 1982, respectively. As
to fixed assets, MMI's distribu-
tion centers are all relatively new
so that their recorded values are
near current replacement cost.

million in 1984, a 10.2 percent in-
crease over 1983 As a percent of
net revenues. however, these ex-
penses were 2(.0 percent in [984
compared with 22.3 percent in the
prior year. The improvement re-
sulted primarily from administra-
tive expense areas. which are less
variable in their relationship with
net revenues.

Interest expense was $29 mitlion
in 1984, 4 7 percent less than in
1983 The decrease was due to
lower short-term interest rates

The 1984 effective income tax rate
was 475 percent. comparable with
the prior year's rate.

Discontinued operations re‘pfe-
sents the results of the interna-



tional marketing segment, Napco
International Inc.. which was spun
off to shareholders on May 1.
1984. Accordingly. 1984 includes
only four months of its results.

1983

Net revenues totaled $278.5 mil-
lion in 1983, 4 percent greater
than in 1982. Eliminating the im-
pact of the Reno. Nevada opera-
tion which was closed in early
1983. revenues rose 14 percent.
Increases were mainly due to in-
ternal growth through the expan-
sion of MMI's customer base and
to a reduction in sales returns
and allowances. Price increases
contributed less than 2 percent.

Cost of products sold as a per-
centage of net revenues was 740
percent. unchanged from 1982

Operating expenses of $62.1 mil-
lion in 1983 decreased 9.9 percent
from 1982. As a percentage of net
revenues. these expenses were
22.3 percent in 1983 compared
with 25.9 percent in 1982 The sig-

Net Revenues
(Cottars in Thousands)
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nificant reduction resulted from
lower staff levels. tighter budget-
ary controls and the closing of
the Reno operation Expenses
were reduced in every category
with warehousing and delivery
expenses decreasing the greatest
percentage — 21.9 percent.

Interest expense was $3 0 million
in 1983, 249 percent less than in
1982. The decrease was due to
better asset management which
resulted in significantly lower
average borrowings

1982

In 1982, net revenues were 13 per-
cent higher than in 1981 This in-
crease resulted primarily from

- MMI's expansion into the western

US. in the later months of 1981
MMI!'s now closed Reno. Nevada
distribution center accounted for
$26 million of 1982 revenues. up
from $3 million in 1981

Gross margins in 1982 decreased
by 24 percent from 1981 A major

factor contributing to the 1982 de-

crease was the lower margin sales
of the Reno distribution center.

Net Earnings from
Continuing Operations
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when compared with the overall
company product mix.

Operating expenses totaled $69 0
million in 1982, 25.9 percent of
sales compared with 25.3 percent
of sales in 1981. High expense
levels of the Reno operation plus
expenses to start up two new dis-
tribution centers in MMI's central
network and costs to close three
other less efficient warehouses
also caused higher operating ex-
penses in 1981 and 1982

Nonrecurring charges of S6 0 mil-
lion included: $2.1 million relat-
ing to a stock keeping unit (SKU)
reduction program and other in-
ventory reductions. $ 7 million re-
lating to losses on nonproductive
leased assets: and $3.2 million re-
lating to warehouse closing costs

Iinterest expense in 1982 totaled
$4.0 million. up 6.7 percent from
1981 The increase resulted from
long-term financings in 198} for
acquisitions and capital expendi-
tures In addition. in 1982 the
Company had higher levels of
short-term borrowings

Net Earnings per Share
from
Continuing Operations
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The customer's order is brought together from the U order fifling lines and censolidated
with the slow moving items delivered from Harrison where they were picked the previous day

Five Year Earnings and Financial Summary

Mass Merchandisers, Inc. and Subsidiaries

1984 1983 1982 1981 1980
Lodata ot s st pef shate Satan
Earnings information:
Net revenues from continuing operations $326.300 $278452 S$266.720 $236.325 $168.874
Cost of products sold and operating expenses 312,874 " 268.222 272317 a1 228921 - 162954
Interest expense. . . .......... ... ... . .. o 2,873 3.015 4015 3,764 1.576
Earnings (loss) from continuing operations :
before income taxes . ...... ... . ... 10,553 7.215 19.612) 3.640 4,344
Net earnings (loss) from continuing operations . 5,540 3.802 14.356) 3.241 2.480
Net earnings (loss) .. ..... . ... .. o 5,498 4.183 (642) - 7595 15.954
Per common share data: «
Earnings {loss) from continuing operations. . . .81 - 56 (67} 49 40
Net earnings (loss) ..... ... o .81 62 (.10) 1.16 263
Cash dividends. . ..... .. ... ..... .. .. . 174 216 216 185 145
Equity per share — continuing operations . . . 6.55 591 5.45 6.25 5.75
‘ —total ... ... .. o 6.55 878 838 8 69 765
% Return on equity — continuing operations . 12.9 98 (o - 8.1 9.7
—total.. .. .... .. o 104 72 (1.1) 14.1 15.2
Financial position:
Total assets — continuing operations . . .. .. 123,452 114002 112,155 112,245 88.862
—total ... ... ... .. 123.452 133.230 131.482 128.331 100,995
Additions to property and equipment . ... ... ... 5,974 1.251 11.083 17.402 5.230
Long-term debt at yearend ... ......... ... .. .. 27,065 25.386° 27.209 26.285 14.562
Stockholders’ equity at year end
— continuing operations . .. ...... ... ..... .. 45,581 40510 36.870 41,999 37.761
—total ....... ... ... ... . 45,581 59.738 56.197 58.085 49,894
% Long-term debt to total capitalization
— continuing operations . .. ................ 37.3 385 425 385 278
—total ... .. .. 373 298 326 31.2 226
Other stockholder data:
Market price range — high.. ... .. ... ... ... ... 14.00 1688 1700 17.33 1592
——low ... .. .. L 7.50 950 763 1133 . 587
Common shares outstanding (000's). .= .. 6.814 6.694 6.593 6.569 6.402
{2} The amount shown for 1982 included nonres urning charges « 1 3p 0 mull -p Lor aarehouse copsbedat oo 1o et o
1b) The 1980 net earmings.anciusded 3 998 million Sue o i a subsnbare of SEE2 Dot sPhat ~
11 Per share data has been adjusted for the 6Th oty < i wr el Bro Sac T I ppefale T rdat 00t 0 e e s et e Lt e Don INE g e heebort

split effected dunng 1980
{d) The calculation excludes the effect of the 398 w0’y » cin © i Do <ot sidan
te) Adjusted for stock splits



Quarterly Financial Data
{Unaudited)

\-—«oon. Wednesday

Ozark, Alabama

First Quarter Second Quarter

Third Quarter Fourth Quarter

1984 1983 1984 1983 1984 1983 1984 1983
. 1htlars an thousands eaept per share datas
Net revenues 1) $77.730  S62342 $78.621 S66 887 $82.519  S73950 $87,.430 S75273
Gross profit 1 19.692 164106 20,333 16913 20,497 18.487 21,378 20,546
Net earnings (10ss) i
Continuing operations 1.216 543 1,365 701 1,420 i 295 1,539 1263
Discontinued operations 125 136 {167 320 -— 2ih . — 136
1.341. 67y 1,198 1921 1,420 1.084 1,539 1 399
Net earnings {loss) per share 1a i
Continuing operations 18 08 .20 1] 29 19 22, 19
Discontinued operations 02 02 (02 05 —_ (0% — a2
20 1] .18 13 .21 16 22 21
Dividends per common share .t 054 054 040 054 .040 054 040 054
Market price range per common .
share .
High 14.00 1so 12.13 16 3 11.63 1575 12.38 t113
Low . 9.63 950 7.50 1100 8.00 1l 63 10.50 1263
1a) Daty for 1983 anid the hiest quatter of BONE hye Deen post e T om b ome Wy 8 DI g it 05 sy i e s B tlBued Tt v
101 Net edrmings and dividends pef shafe Pror To My 11983 Saue Teer B bieis fostif 1l S o0 et nTheRBt s g Bt~ gama E B Saap e T Tetngti sal 180 S
LUIpOtate reoranization
1€ Stack prces are based upon the actaal Mgk and bow ol ing caies priccs 1 8 G Ut e e 8 [ N NS (S TR AR S VIR ARt L € SRR I I T B YOO B T RS LI (DS PO

Inc commun stock tsymbol NAPE pror G Nay 11 B

Auditors’ Report

Alexander Grant

& COMPANY
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and
Shareholders
Mass Merchandisers, Inc.

We have examined the consoli-
dated balance sheets of Mass
Merchandisers, Inc. {an Indiana
corporation) and Subsidiaries as
of December 31, 1984 and 1983,

16

and the related consolidated
statements of earnings. changes
in stockholders’ equity and
changes in financial position for
each of the three years in the
period ended December 31. 1984
Qur examinations were made in
accordance with generally
accepted auditing standards and.
accordingly. included such tests
of the accounting records and
such other auditing procedures as
we considered necessary in the
circumstances

In our opinion. the financial state-
ments referred to above present

fairly the consolidated financial
position of Mass Merchandisers
Inc. and Subsidiaries at December
31, 1984 and 1983. and the con-
solidated results of their opera-
tions and changes in their finan-
cial position for each of the threc
years in the period ended Decem-
ber 31. 1984, in conformity with
generally accepted accounting
principles applied on a consistent

basis. 4W 6 u“;ﬂt

St. Louis. Missouri
january 30, 1985
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Customer orders ate loaded into a semi-trailer dst}hw-rér Tampa, Florida where our truck
driver will deliver the order to one of MMI's subwarehouses during the night.

Consolidated Statements of Earnings
Mass Merchandisers, Inc. and Subsidiaries

Years ended December 31,
1984 1983 : 1982

1in thousands. except per share data)

Net revenues. ... ... . $326,300 $278.452 $266,720
Costs and expenses

Costofproductssold. .. ........ ... ... ......... 244,400 206,090 197.389

Warehousing and delivery . . . ........... ... .. ... 16,356 14,489 18.561

Marketing. ... ... . ... ... ... 32,017 27.078 29117

Administrative. .. ... ... e 20,101 20,565 | 21,294

Nonrecurring charges. .. .................. ... ... -_— —_ 5,956

Interest. ... ... ... ... .. 2,873 3.015 4015

315,747 271,237 276,332

Earnings {loss) from continuing

operations before income taxes. . . ... S 10,553 7.215 (9.612)
Income taxes (benefit). ... ... . o 5,013 3.413 (5.256)
Net earnings (loss) from

continuing operations . . ........................ 5,540 3,802 (4.356)
Net earnings (loss) from V

discontinued operations . .. ... ... . ........ ... .. {42) 381 3.714
NET EARNINGS (LOSS). .. ... ..o $ 5,498 S 4183 S (642)
Net earnings (loss) per share

Continuingoperations. .. ....................... S .81 $ .56 S (67)

Discontinued operations . . ... ................... — 06 57

$ 81 S 62 S (.10}

See accompanying notes to consalidated financial statements
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Consolidated Balance Sheets December 3I.
Mass Merchandisers, Inc. and Subsidiaries 1984 1983
ASSETS un thousands) )
Current assets
Cash. o . $ 2,557 S 516
Accounts receivable, less allowance for doubtful accounts
of $293,000 in 1984 and $220.000in 1983. .. . . ... ... .. ... .. ...... 33,144 32,382
Inventories . ............... ... L 42,881 - 38,992
Prepaid expenses. .. ... ... ... ... ... 711 267
Net current assets of discontinued operations . .. ........ . .. .. .. .. ... ... — 16,048
Total current @ssets.. ...................... ... 79,293 88,205
Property and equnpment )
Land. ... 2,040 1.917
Buildings and leasehold improvements . .. ... .. . ... ... L. 20,641 - 18,993
: Warehouse and office equipment .. ... .. ... . .. .. P . 27,557 24,655
% Transportation equipment . ... ... ... ... ... . o 5,891 5287
56,129 50,852
Accumulated depreciation and amortization ... .. .. ... .. . 19,182 15.126
- 36,947 . 35,726
Other assets :
Excess cost of assets acquired
over underlying net assetvalue. . .......... ... . ... .. ... ... ... 3,034 3.150
Net long-term assets of discontinued operations. . .- ... . . . .. . . .. .. —_ 3,180
Other. ... 4,178 2,969
$123452 $133.230
- LIABILITIES AND STOCKHOLDERS' EQUITY
Current llabnlmes
Notes payabletobanks ...... .. .. ... .. ........... . .. 8 12710 s -
Current maturities of long-termdebt . ... ......... .. .. . o 1,079 1.799
Accounts payable. . . ... ... . 30,552 30915
Accrued liabilities . .. ... ... .. . 7.205 7.634
Payable to former affiliate . ... ... ... ... .. .. ... ... ... ... ... .. — 3.947
INCOME taXES . .. .. ... 653 1,152
Total current liabilities . ... ... ... .. ... ... ... .. . ... . 46,759 45,447
Long-term debt, less current maturities. ... .. ... ... . e o 27,065 25.386
Deferred income taxes and othercredits . . ....... .. .. ... ... . ... ... .. - 4,047 2.659
Commitments. . ... ... ... ... ) _— -
Stockholders’ equity '
5% cumulative preferred stock — 535 par value . , , 628 . 628
$.25 cumulative non-par preferred stock. . , - o 158 (58
Common stock — S| par value o - o 6,911 6.162
Additional contributed capital . . . L 6,576 19.608
Retained earnings ........... .. .. o 31,574 33,499
, 45,847 60,055
Less common stock in treasury, at cost . . ...... ... ... . ... ... (266) (317}
‘ 45,581 59.738
$123,452 $133.230
See acc ying notes to consolidated financial
18



At the subwarehouse, orders await delivery to bt within the next three days. MMI's
sales person picks up this customer's order for delivery that same day.

Consolidated Statements of Changes in Stockholders’ Equity

Mass Merchandisers, Inc. and Subsidiaries
Three years ended December 31, 1984

Additional
Common  Contributed  Retained Treasury
Stock Capital Earnings Stock -
R (in thousands)

Balance at December 31, 1981 .. .. ... .. ... ....... $6,096 $18,656 $32,910 $(363)
Netlossfor 1982. ... ... ... ...... .. ... ....... —_ — (642) —
Less cash dividends : :

Preferred stock ......................... ... .. — — (47) —

Common stock at $.22 pershare . ... ...... ... .. —_ —_— (1.419) _
Employee stock purchase rights,

optionsand awards . ............ ... ... ... .. 31 124 ‘ — —_
Other ... ... e — 99 — (34)

Balance at December 31,1982 . ... .. ... . .. . . .. 6,127 18,879 30,802 {397)
Net earnings.for 1983... ... ... ... ... .. ... ... ... — —_ 4,183 —_
Less cash dividends

Preferred stock ........ P — — (47) —

Common stock at $.22 pershare ... .......... .. — — (1.439) —
Employee stock purchase rights,

optionsandawards . .. ............ .. ... ... ... 35 436 — 55
Contributions of treasury stock ”

to Profit Sharing Trust . . .................... ... — 331 —_ 79
Other ... . — (38) —_ (54)

Balance at December 31,1983 . ... ... ... .. _ .. . 6,162 19,608 33,499 317
Net earnings for 1984. ... ........... ... .. ...... . —_ _ 5,498 —_—
Less cash dividends

Preferred stock .. ... .. ... ... ... .. ... ... ... —_ — (47 —

Common stock at $.17 pershare . . ... ... ... .. —_ — (1,180) —
Shares issued in reorganization .. ... ... ... ... .. 676 5.520 (6.196) —
Equity distributed in reorganization .............. —_ (19.066) — —
Reorganizationcosts ... ........... ... .. ...... — (261) — —
Employee stock purchase rights,

optionsandawards . ............. ... . ... ... 73 761 —_ i41
Purchases of treasury stock. . .. ... ... ... ... .. .. — —_ — (89)
Other ... ... .. .. . . —_— ) 14 — {1}

Balance at December 31,1984 . ... .. . . $6,911 $ 6,576 $31,574 $(266)

See accompanying notes to consolidated financial -tatements
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Consolidated Statements of Changes in Financial Position

Mass Merchandisers, Inc. and Subsidiaries Years ended December 31,

Cash provided (used) by 1984 1983 1982
Continuing operations (1 thousands) -
Net eamnings (loss). ............... .. ... .. . ... $ 5,540 S 3.802 $ (4,356)
Charges to earnings not using cash
Depreciation and amortization .. ... ... .. ... .. 4,996 5.190 ‘4,504
Deferred taxes and other credits ... ... .. 1,388 20 1,389
(Increase) decrease in
Accounts receivable . .. ... ... .. ... ... ... (762) (5.107) . 4334
Inventories. . ... .. N (3.889) (7.567) 6,593
Prepaid expenses ... .. ... ... ... . .......... (444) 300 (124)
Income taxes recoverable . . . .. P —_ 5,715 (5.715)

Increase (decrease) in
Accounts payable and accrued i
€XPENSEeS . .. ...... ... (792) 9,506 (14)

Incometaxes. .. ............. ... ... ... (499) 1.152 (621)
Cash provided by continuing
operations . .. ......................... . 5,538 13.011 . ~ 5990
Discontinued operations :
Net earnings {loss). ................... ... ..... (42) 381 3714
{Increase) decrease in net assets . . . ............ 162 99 (3.241)
Net assets distributed in spinoff .. ... ... ... .. .. 19,066 —_ —
19,186 480 473

Investing transactions
Additions to property and

EQUIPMENt . . . oo (5.974) (1.251) (11,083)
Other — M€t .. ... _{1,336) 1.008 1.587
(7.310) (243) (9.496)

Financing and equity transactions
Proceeds from notes

payabletobanks..... ... . . .. ... . 7.270 — —
Proceeds from long-termdebt . ... . . ... ... . 9,000 —_ 2.560
" Repayment of long-term debt. . ... . .. o (8,041) (1,0L7) (1,485)
Increase (decrease) in
payable to former affiliate . o (3,947) (11.455) _ 3,208
Issuance of common stock o . 548 897 - 156
Issuance of treasury stock . o . 440 —_ —
Purchase of treasury stock. . . . (89) (53) (33)
Cash dividends .. ........ .. . S (1,227) {1.486) (1.466)
; Reorganization costs ... ... .. e {261) — —
Equity distributed in spinoff . o (19,066) — —
i (15,373) {13.114) 2,940
Increase (decrease) in cash . . . . L $ 2,041 S 134 S (93)

See acc ¢ notes Lo ¢ lidated financial statements
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Our sales person restocks the store’s shelves beerdenng more merchandise.

Notes to Consolidated Financial Statements
Mass Merchandisers, Inc. and Subsidiaries

Note A — Summary of Significant Accounting Policies

A summary of the Company's significant accounting policies consistently
?;ilplied in the preparation of the accompanying financial statements
ollows.

|. Principles of consolidatlon — The consolidated financial statements
include the accounts of Mass Merchandisers, Inc. and its wholly-owned
subsidiaries. All significant intercompany accounts and transacticns
have been eliminated in consolidation.

2. Inventories — Inventories are stated at the lower of cost or market. Cost
is determined principally by using the last-in, first-out |LIFO| method. if
inventory values were shown at current cost (approximated by the first-
in, first-out method) rather than at LIFQ values, inventories would have
been higher by $6.595.000 and $4.991.000 at the end of 1984 and 1983
respectively. '

3. Property and equipment — Depreciation and amortization are pro-
vided for in amounts sufficient to relate the cost of depreciable assets to
operations over their estimated service lives. Depreciation is computed
for financial reporting and tax purposes using both accelerated and
straight-line depreciation methods. The ranges of service lives being
used are as follows:

Buildings.......................... 15 to 40 years
Warehouse and office equipment.. ... .. 710 15 years
Furniture and fixtures ............. ... 5to10years
Transportation equipment. ............. 3to 7 years
Leasehold improvements . ............ 5 to 20 years

4. Intangibles — The excess cost of net assets acquired over the fair value
of the net assets at date of acquisition is being amortized by the
straight-line method over forty years. Accumulated amortization at De-
cember 31. 1984 and 1983 was $635.000 and $520.000. respectively

5. Income taxes — Deferred income taxes are provided for the effect of
timing differences in reporting transactions for financial and tax pur-
poses. Income tax credits are accounted for by the “flow-through”
method which recognizes the credits as reductions of income tax ex-
pense in the year utilized.

6. Penslon plans — The Company has in effect two noncontributory pen-
sion plans covering substantially all of its employees. Charges to opera-
tions include normal cost plus amortization of unfunded past service
cost over twenty yeats The Company's policy is to fund pension costs

" accrued. ®

7. Earnings per common share — Earnings per common share are com-
puted after preferred dividend requirements and are based on the
weighted average outstanding common shares. and when dilutive, com-
mon share equivalents. Weighted average shares outstanding were

- 6,769,000, 6,659,000 and 6,584.000 in 1984. 1983 and 1982 respectively
Restatements of earnings per share have been made for the 676,000 new
shares issued in the May |, 1984 corporate reorganization (see Note B).

8. Accounts Payable — Accounts payable include outstanding checks. net
of deposits in transit, to the extent necessary to restore operating cash
account balances to zero.

Note B — Corporate Reorganization

A corporate reorganization was completed effective May 1, 1984. Under the
reorganization, the net assets of the international marketing segment of
Napco Industries, Inc. {Napco) were spun off to a new corporation, Napco
International Inc. {International). In addition, 676,000 new Napco common
shares were distributed to International. New [nternational common shares
were in turn distributed pro rata to Napco shareholders. On May 10. 1984,
Napco shareholders approved a Company name change from Napco Indus-
tries. Inc. to Mass Merchandisers. Inc. (MMI).

International has agreed to dispose of the 676,000 shares of MMI received
in the reorganization within five years. Further, it has agreed to vote such
shares in the same proportion as the aggregate voting of the other MMI
shareholders.

The spinoff of the international marketing segment has been recorded as
discontinued operations in the accompanying statements. The fair market

- value of the 676.000 newly issued shares was transferred from retained

earnings to permanent capital; dividends and earnings per share calcula-
tions were retroactively restated for all periods presented. Costs incurred in
connection with the reorganization and the book value of the net assets
transferred have been charged against additiorial contributed capital.

Net revenues of the discontinued operations were $16.2 million for the four
months ended April 30, 1984 and were $45.7 million and 5619 million for
the years 1983 and 1982, respectively.

Note C — Long-Term Debt
Long-term debt at December 31 of each year consisted of the following:
1984 1983
(in thousands)
Revolving credit loans .. .. .. S 7.000 -
94% unsecured term loan. .. . - 4550
Capitalized lease obligations
(Note Dy .. o . 20.196 21175
Other .. . . 948 1 460
) 28.144 27185
Less current maturities . . 1,079 1.799
$21.065 $25.386

On May 1. 1984 the Company secured revolving credit agreements with
three banks which allow.the Company to borrow a total of 5150 millicn
priced using alternative rate structures at or below the prime rate for a
period through April 1988. At that time. borrowings may be converted o
term loans with interest no greater than | 4 of 1 percent abave prme
payable in quarterly installments over three years. The Compary ~ -
quired to pay commitment fees of 3 8 percent per annum on the ur.<e
portions of the lines '

On April 30. 1984. the Company prepaid the remainder of the 9 4 per.-:
term loan to facilitate the corporate reorganization.

Under the terms of loan agreements the Company is subject to certain
restrictive covenants which include. among other things, the maintenance
of working capital and net worth; limitations on the incurrence of additicn-
al debt and long-term fease obligations; the payment of dividends and
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purchase or redemption of capital stock. Under the terms of the agree-
ments, at December 31, 1984 and 1983 retained earnings in the amount of
$7.5 million and $3.8 million, respectively, were unrestricted and thus avail-

able for payment of cash dividends or for the purchase and redemption of
the Company’s capital stock.

Scheduled payments of long-term debt for the years 1985 through 1989 are
as follows {thousands of doMars): .

1985 ................... e : 51079
1986 ... ... LITT
087 ........ ... 1.220
s 1988 222
1989 .. ... 3416

The total amount of interest cost incurred by the Company’s continuing
operations was $2.943,000 during 1984, $3.015.000 during 1983 and
$4.256,000 during 1982 of which $70.000 was capitalized during 1984 and
$241,000 in 1982.

Note D — Lease Commitments

The Company conducts a portion of its operations using leased properties
Certain leased properties were financed through Industrial Revenue Bonds
and have been capitalized. The Company has the option to purchase the
properties at nominal costs upon expiration of the leases. Under the terms
_ of these leases, the Company is subject to certain restrictive covenants
which include. among other things, the maintenance of working capital and
net worth and limitations on the incurrence of additional debt. The cost of
all properties under capitalized leases (principally buildings and equip-
ment) was 521427000 at December 31, 1984 and $22.130.000 at December
31, 1983. Related accumulated amortization was 54,872,000 and 54.289.000
respectively. The leases are noncancelable and expire on various dates
through the year 2001.

Following is a schedule by years of future minimum payments under capi-
tal leases and operating leases. excluding minimum sublease rentals of
$2326.000 due in future years under noncancelable subleases. Capital
leases include interest at varying rates from 6.0 percent to 10.5 percent.
with a weighted average of 9.6 percent.

Capital Operating
Year Ending December 3, Leases Leases
' {in thousands)
1985 ... .o $ 2543 S1213
1986 ........................... 3.282 1,078
987 ... 3363 854
1988 ............... rr———— 3136 930
989 ............. T 3.065 910
Thereafter....................... 283860 _89
544,249 55.804
Less amount representing
interest....................... _24.053
Capitalized lease
obligations at
December3l, 1984 ............. 520.19% -

Total rental expense incurred by continuing operations for the years ended
December 31, 1984, 1983 and 1982. including amounts paid under short-
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term leases, was $3.238,000, 53,017,000 and $5.668.000, respectively.

Note E — Income Taxes

Income tax expense {benefit) for each of the last three years differed from
the expected amount computed by applying the marginal Federal income
tax rate of 46 percent against pretax eamnings (loss). The reasons for the
differences were as follows:

" 1984 1983 1982
{in thousands)
Computed “expected” tax
expense ~46% .. ... ... ... $4.854 $3.319 $(4.422)
Increases (decreases) resulting from: .
Investment tax credits. ... .. . 1307) 164) 1792)
State income taxes, net of .
federal benefit . .......... .. 314 81 &
Other....................... 152 71 {128)
Actual tax expense (benefit). ... . $5.013 §3413 $15.256}
The components of income tax expense are as follows:
1984 1983 1982
in thousands)
Currently payable (refundable):
Federal .. ... ......... ... $3522 $1.803 $15.106)
State ....................... 581 150 159
Deferred ... ................ . 910 1,460 {309)
$5.013 $3413 $15.256)

Deferred taxes relate principally to depreciation and the nonrecurming ware-
house consolidation and related costs discussed in Note ). Income taxes
related to discontinued operations in 1982 were $1.522.000 and were im-
material in 1983 and 1984.

Note F — Stockholders’ Equity

The Company has 10 million shates of authorized common stock with
6.910.975 shares and 6.838.263 shares issued at the end of (984 and 1983,
respectively (after giving effect to the 675,933 shares issued to Napco Inter-
national Inc. in connection with the corporate reorganization — Note B)
Common stock held in treasury at the end of 1984 and 1983 was 97.290
shares and 143.923 shares. respectively. The Company has authorized and
outstanding 17954 shares of 5 percent cumulative preferred stock with par
value of 535 and 63.364 shares of $.25 cumulative non-par preferred stock

The Company has both incentive stock option and non-incentive stock
option plans providing participating employees the right to purchase com-
mon stock of the Company. The options are exercisable over a ten-year
period. The options are granted at a price equal to 100 percent of the
market price of the stock at the date of grant and, therefore, since both the
number of shares under option and the option price are fixed. no com-
pensation expense is recorded by the Company. A summary of stock option
transactions during the two years ended December 31, 1984 follows:
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Another consumer in Billings, Montana makes a use and again the order cycle begins.

Number Option Price
of Shares Per Share
-Stock options outstanding
At December 31, 1982.. ... ... .. 347317 5107-15.33
Granted ................... ... 115.500 71881175
Exercised.................. ... 135.593) 107-11.33
Canceled ... ... ........... (20.858) 622-11 33
At December 31, 1983....... ... .. -406.426 5$1.07-15.33
Substitution
Oldoptions ................. (297.302) 107-15.33
Newoptions ...... ... ... 405,786 81-11.23
-Exercised ... ............... .. (72.712) 107-1133
Canceled .. ......... U (51.013) 587-11.75
At December 31, 1984. ... ... .. 391.185 5081-11.23

Options outstanding at the date of the corporate reorganization were con-
verted into new options for the Company's employees. The new option

- shares and prices were substituted for the old 5o as to maintain the same

value of the options immediately after the corporate reorganization to that
immediately- before.

At December 31, 1984 and 1983, 114,904 and 63.891 shares. respectwely
were available for the granting of options. and 279,376 and 206.776 options
previously granted, respectively, were exercisable.

The Company has an Employee Stock Purchase Plan for its non-officer
employees pursuant to which selected employees are granted the right to
purchase shares of common stock from the Company at predetermined
prices. The plan authorizes the issuance of up to 140,625 shares of common
stock. of which 94,401 shares were issued as of December 31, 1984.

A Contributory Stock Purchase Plan exists for the benefit-of employees of
the Company and its subsidiaries. Under the plan, common stock is pur-
chased on the open market with funds contributed 85 percent by the parti-
cipants and 15 percent by the Company with the Company paying all
brokerage fees. The plan enables eligible employees to acquire an own-
ership intetest in the Company and share in its future. As of December 31,
1984, 306 employees were plan participants and [19.801 shares had been
purchased under the plan.

Note G — Penslon Plans

The total pension expense included in continuing operations for the years
ended December 3t-19841983-and 1982 amounted to 5764.000. $761.000
and $402,000, respectively. The accumulated plan benefits and plan net
assets for all defined benefit plans, determined primarily as of lanuary | of
each year, are as follows: 1984 1983

{in thousands)

Maﬁal present value of
accumulated plan benefits
Vested........................ §0.736 §2.352
Nonvested.................... 1.987 1426
$4.719 §3.778
Net assets available for benefits . . . 5.195 54,09

The weighted average rate of retum used in determining the actuarial
present value of accumulated plan benefits was approximately 7 percent
for both 1984 and 1983

included under Other Deferred Credits were $464.000 and §187.000 at De-
cember 31, 1984 and 1983, respectively, relating to deferred compensation
agreements entered into in 1982 and 1983 with certain key employees. The
agreements provide for monthly retirement benefit payments for 15 years
following the employees’ retirement. The Company has purchased life in-
surance policies with total annual premiums of 5190,000 per year to fund
the deferred compensation agreements. In turn, the employees have en-
tered into salary reduction agreements so as to provide funding for the
policies during the initial four policy years. Thereafter, premiums will be
funded through borrowings against policy cash surrender vaiues.

Note H — Payable to Former Affiliate

At December 31, 1983 the Company was indebted to its former affiliate for
advances made in the normal course of business. At the time of the separa-

tion of Napco International Inc. from the Company, the obligation was paid
and no future advances will be received or made. Net interest expense on
these advances was 523.000. 5447.000 and $2.058.000 in 1984, 1983 and
1982. respectively.

Note 1 — Nonrecurring Charges-Warehouse Consolldation

Included in the $6.0 million of warehouse consolidation and related costs
for 1982 were the following charges: 52.1 million relating to a stock keeping
unit {SKU) reduction program and other inventory reductions: 5.7 miltion
relating to losses on nonproductive leased assets: and $3.2 million relating
to warehouse closings and related employee relocation costs.

On February 16, 1983, the Company’s Board of Directors approved manage-
ment's recommendation to close the Reno, Nevada warehouse in early
1983. Costs of closing the Reno warehouse and operating losses during the
rhase-down period prior to its closing were included in the total of 560
million of costs mentioned above. Actual costs incurred in 1983 exceeded
the provision by a nominal amount.

Note | — Revenues
Revenues were derived exclusively from sales to US. customers [n 1984
and 1983 revenues included sales to one customer of 564.5 million and
$46.0 million, respectively No single customer's sales exceeded 10 percent
of revenues in 1982.
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u&l. Friday The full cyle is complete when Md Shana Tetugn brushes her teeth. Shana is the
daughter of MMI employee Cheryle Tetuan of Harrisof Arkansas . .

Directors and Officers

I Frank D. Trestman, 50. Chairman
of the Board of Directors and
Chief Executive Officer, was
elected to. that position in 1984,
Mr. Trestman was President of
Napco Industries, Inc.. MMI's pre-
decessor company. from 1974 to
1984.

2 ].D. Erwin, 49, President and
Director, was named President
and Chief Operating Officer in
1982, and was elected a Director
in 1983. Mr. Erwin has been with
Mass Merchandisers, Inc.. and
predecessor companies since
1956.

3 Emwin A. Kelen, 49, elected a
director in 1968. is Chairman of
the Compensation Committee.
Mr. Kelen is Chairman and Chief
Executive Officer of Data Myte
Corporation.

4 Herbert S. Krasnow, 62, elected a
Director in 1962, is a member of
the Audit Committee. Mr. Kras-
now is Chairman of Educational
Computer Corp. He is a Partner in
the New York investment firm.
Lefferts/Fore Associates.

5 Richard S. Levitt, 54, Director
since 1984, is a member of the
Audit Committee. Mr. Levitt is
Vice Chairman and Director of -
Norwest Corporation: Chairman of
Norwest Financial-Services. Inc
and Norwest Finafcial. Tnc.

6 Stephen E. Lieberman. 49, elected
a Director in 1984, is a member of
the Compensation Committee.
Mr. Lieberman is President of
Carousel Snack Bars. Executive
Vice President of Lieberman
Enterprises and President of
Lieberman Music Company.
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7 George S. Sarlo. 47, Director since

1978. is a member of the Com-
pensation Committee. Mr. Sarlo

" is Chairman of Ashfield and Co.

Inc.

8 Jonathan L. Scott. 54, elected a

Director in 1983, is chairman of
the Audit Committee. Mr. Scott is
Chairman and Chief Executive
Officer of 1.L. Scott Enterprises.
Inc. He was former Vice Chairman
and CEO of Albertsons, Inc. and

later chairman and CEO of A &P

9 Morris M. Sherman. 49, Secretary

10

and General Counsel was elected
a Director in 1984. Mr. Sherman is
a Partner in the Minneapolis law

-firm. Leonard. Street and Deinard.

Stuart D. Braznell, 43, an officer
since {984, is Executive Vice Pres-
ident-Operations. He joined MMI
in 1974,

Frank Conner. 35, an officer since
1981, is Executive Vice President-
Finance and Information Systems.
He joined MMI in 1980.

Bruce Connor. 39, an officer since
1984, is Executive Vice President-
Sales. He joined MM! in 1979.

Robert L. Dickson, 38. an officer
since 1984, is Executive Vice Pres-

. ident-Purchasing and Merchandis-
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ing. He joined MMI in 1978.

lames P. Neve, Ir., 37. an officer
since 1977, is Executive Vice Pres-
ident and Treasurer. He joined
Napco, MMI's predecessor com-
pany, in 1972.

Corporate Headquarters
Highway 43 and Cottonwood Road
PO. Box 790

Harrison. Arkansas 72601

(501) 741-3425

Form 10-K Avallable

The Form 10-K Annual Report to the
Securities and Exchange Commission pro-
vides certain additional information and
may be obtained upon request to the
Treasurer of the Company.

Annual Meeting

The Annual Meeting of Mass Merchandis-
ers shareholders will be held at_3 30 p.m.
on Thursday. May 23. 1985 at the Com-

pany's corporate headquarters in Harrison.

Arkansas.

Registrar and Transfer Agent

| Henry Schroder Bank & Trust Company
| State Street

New York, New York 10015

Auditors

Alexander Grant & Company
222 S. Central Avenue

St. Louis, Missouri 63105

Common Stock

Mass Merchandisers, Inc.

Common Stock is traded on the New York
Stock Exchange (Symbol . MMS).

Distribution Centers
Harrison. Arkansas
Lincoln. Nebraska
Ozark. Alabama
Seattle. Washington
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